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ABSTRACT 

Social Cost Benefit Analysis (CBA) is the most useful branch of welfare economics 

especially in the appraisal of public projects in developing countries. In practice it is 

controversial due to its basis in value judgments. This study surveyed existing practices 

by practitioners in the light of its methodological shortcomings. 

It found out that CBA has still not taken root in Kenya. To many in Kenya the discipline 

is still in its infancy stages, infact some do not know of such a technique while others 

only have a very slight idea of what it is. The study also found out that for those who 

undertake this exercise, the greatest difficulties they encounter have to do with valuation 

and shadow pricing for items that normally do not have market prices. Another finding 

was that, undertaking BA is not a futile exerci e; it actually increases project 

perG rmance, in spite of the fact that thi branch of welfare econ mic has been wid ly 
crit ici/.ed. 

Those who do not undertake BA, give reason that are all related to it c re tenet · of 

imputing monetary values to all items for the ake of economic fi rmulae geared t ward ' 

efficiency. According to the findings of the study, one of th maj r limitati n that make 

BA less worthwhile to use is that it conceive reality a tati r thcr th. n a d nami 

and that onl y a few factors under CBA can b varied t a time it is 

propo s th dynamic conception of prOJ 

d ign rs as a iabl alternative. 

nd the pr J~.: t ~.:m nonm~.:nt b projt..: ' t 

'I hi tl o h't impli tti m 11 111 pu 1 J h lJ t • I hmt..:\' t 

th <.:hall n ' nl , I 1 tin , thi ti I 'i' n 
th h ' in tillt i( n d in tm nt in i tin th 

" ' " \ fl fll : m d.a nu • 1 
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Chapter 1 INTRODUCTION 

1.1 Background 

Projects are the cutting edge of development. They are meant to make things happen. 

They expand the range of possibilities for individuals and communities, yet 

paradoxically; the commitments that projects require cut off other options. The challenge 

lies in ensuring that the changes are on the balance, for the better (Donahue, 1980). 

Projects whether in the public or private sector, are the backbone of any nation's 

economy. They are the basis of any development agenda such as industrialization and 

they are evident in every sector of the economy (Garashie, 1999). 

The public sector is a very large portion of the economy in many developing countries in 

Africa and Asia. In some it comprises virtually the entire cc nomy, ave [I r minor 

activities ( hybire, 1974). Public project arc identified, planned and implement 'd by the 

government in relevant ministrie with the a i tance f nor ' and N ' I e 

problems affecting citizens. They are geared towards impro ing the citizen·' ' elfar' and 

the country's economy as a whole (Public In e tment Pr gram, PIP, 199 /19 

2000/2001 , 1997). This is one reason why the problem of public ector project npprai ·al 

has received wide and increasing attention. According to Little and lirrlcs ' 197 ), 

project appraisal involves making a more concrett: a mcnt f the proje ·t' , \iabilit 

and it ability to meet its objecti es in hght of the mti rm t10n "hi h h. s t "'11 obtained . 

'I he importance today of proj ct apprai I n 

B ) to national on mi pi nnin cnnn t b 

Bt\ i undoubtedly th nH t u 

c n 1mic ( L tl , 197 

. t-B~..:ndit an.l sis 

m . . 1974). 

t u tul. h tm l 



the pros and cons associated with prospective policy changes. Specifically, it is an 
attempt to identify and express in monetary terms all the effects of proposed government 
policies or projects (Portney, 1993). The government's overall aim is to ensure that social 
welfare is maximized, subject to those constraints over which it has no control, such as 
tastes, technology, and resource endowments (Layard, 1972). 

1.2 Projects Performance in Kenya 

Project performance in less developed countries in general is an issue of great concern to 
their public, donor agenc1es, and governments. Actual achievements upon 
implementation are usually far from expectations during appraisal stage. This scenario is 
common with many investment projects, though they are well managed they are still poor 
investments because they produce the wrong products or satisfy a low priority need 
(Kibiku, 1998). It is for this reason that Kenya has had rocky relations with development 
partners b th bilateral and multilateral. he 1990 have witnes cd a tcady de line in 
dcvel pmcnt as i tance to Kenya occa ioned by a percepti n f p or g vcrnan c and 
mi management of public re ource and development a i tance (W rid Bank I r jcct 
Bulletin, 2002). 

According to the Public xpenditure Re iew ( 1997), on!) 2°/o of de\ cl pment pr je t ' 
undertaken by the Kenya government were completed on budg t and chcdulc. The 
situation is not getting any better. ·or example, at th n.:qu t of the.: 1\.xn ·• n ovcmmcnt, 
the World Bank extended the clo ing dat of m of tht.: pr jt.: t th. t ' c.:r du 
at the nd o year 2002. 'l h in lud th~.: \tid 1 .111 l. t nd ,lttt nal 
Agricultural res ar h Pr j ct (II) , nd 'I h t (\\ t rid 
Bank Project Bull ·tin, _002). 'I h · 1utu 

Bulletin di 

hi h 

IIUJ 

1\ 

in 



There are many reasons why development projects in Kenya have performed below 

expectations. One of the possible reasons according to conventional economic wisdom is 

the failure to undertake a proper Social Cost-Benefit Analysis (CBA) at the appraisal 

stage. For Example, the World Bank funded Early Childhood Development Project, 

which was initiated jointly by the Government, The World Bank, and NGOs including 

Aga Khan Foundation, Care Kenya, AMREF, CRS and Action Aid has not performed as 

expected (World Bank Project Bulletin, 2002). A possible reason could be that the 

initiators did not attempt to learn more about people's attitude towards education 

especially in rural villages. It did not occur to them that costs of children in rural villages 

attending school could outweigh the benefits: among the problems; the walk to school 

was on average many miles in each direction, it was expensive to provide food for 

children during school days, families need their children's help in the field, the school 

buildings arc deteriorating, and most important, schooling does not improve the chances 

of getting a job ( auficld, 1996). A well-executed ocial o t-Bencfit Analy is could 

have captured me of the c issue . Therefore, h w well i thi being d n ? 11 w wc11 

d c ' the implicit economic (conventional) wi dom fit the compte pr ~cct real it ? 

1.3 Statement of the Problem 

Projects whether in the public or private sector are the backb n of an nation' e n m 

( ara hie, 1999). ne of the critical a pects in Project 1anagement i the decti n 

process (Ngunjiri 1999). election involve ti m1ing an pmi n n the de isi n ptions, 

ex pre ing pr fcrcncc b tw n them and t:\'t:ntu lly dt: idin • ''hi ·h on to implt:m~.:nt 

k and . lack 1 91 ). 1 itu i. h: '~ tl l ~. t,lkc.;n 
into account. l·or c:amplc 

ncicty minimize lo. 

c llllr i hut ion to ( 111 

I ' m th int th 

ni ti 

r th 

t) 

t-



funded by World Bank and other Agencies, found that Social Cost-Benefit Analysis was 

the single most important element in determining success of a project (Caufield, 1996). 

Appraisals that ignore local knowledge, wishes, and concerns gives rise to poorly 

designed and fatally flawed projects. 

The literature on CBA gives the impression that this branch of applied welfare economics 

has attained a very high level of sophistication. However, indications are that while it has 

made considerable advances on the theoretical front, it is still lacking in the realm of 

practice (Chybire, 1974). Not surprisingly the method has been dogged in much 

controversy (Rwigema, 1974). 

Although many investment decisions in less developed countries are taken on political or 

non-economic grounds, the evaluation and appraisal of project is necessary as it 

pr vides the relationship between costs and benefit (Ngunjiri, 1999). Tn K nya, one 

easily gets the impression that thi important pha e i often erl oked. F r example, th 

titanium mining project by Tiomin Re ource Inc. at the Ken an c a t ha been d Ia cd 

largely due to concerns of a proper environmental a ses ment and failure t lo k into th 

plight of the affected families (East African tandard, April 3, 2003). n ther pr ject, 

Lake Victoria nvironmental Management Project ha been vel) 1 ' 11 r imilar rea n ' 

(World Bank Project Bulletin 2002). The e characteri tic are har~.:d b Yel) man other 

projects implemented by the government, donor and 

111 increa ing public concern on devel pm nt ptOJc 

D nor , and on- v rnm ntal 

1/ighway J ightmare /•or .from 0\'tr I •til • 

In orm 111/ere.\1 Group I low 1 ' llli\ 

3 I , t<J<)C) ), 1 1( d)\ \ lu I 11 

un 

r • ... 11 

pur til: :l b · th ~ o ~.:rnm nt, 

. lh:, i1111ls u h .ls fombasa 

/·1 lrtillg l'o' 

in tr I< I d iii ml 



Very few studies have been undertaken on this extremely important area of CBA in 

Kenya. The most notable ones are those of Chybire and R wigema both in 197 4. R wigema 

(1974) w1dertook a study to compare the Mishan and Little-Mirrlees' approaches in 

carrying out CBA. On his part Chybire (1974) limited himself to identifying the problems 

in estimating the costs and benefits of road projects in Kenya. Both of these studies took 

place at a time when the discipline was still in its infancy. From the foregoing discussions 

and considering the great need for well-appraised projects, the researcher poses the 

following questions: Do project analysts undertake CBA in appraising development 

projects in Kenya? How do they do it? How has doing this related with the performance 
of the projects? 

1.4 Objectives of the study 

I . To find out the extent to which project analysts carry out formal ocial ost-Beneftt 

analysis in appraising public development project in Kenya. 

2. To find ut the difficultie I problems encountered by A practiti ncr inK nya . 

3. To get an opini n of BA practitioner a to whether appl ing A r ult · 111 

improved performance of the projects. 

4. To find out the major reasons why those who do not w1dertake BA give. 

1.5 Importance of the tudy 

1. Government. The study is expected to be of a the gO\ rnmcnt p li' 

makers a it will highlight to them wh th r \\hat 't:I 1 put n p. I ~r b pra ti t:d on 
th ground. 

2. Donor ~:enciefl , a it '"''i ll hi •hlight imp011 nt i u . \\hi h th~.: . m.t~ t \~rlll)k in th~ 
appnu a! of publi d vel< pm 1111 r · 1 r th,ll ntll) pH)j~,: ts th,l\ 

im1l 

r 'ill inll uu 
m I t nl lh l ' ill illlJ l\ 



4. The study will form a basis for interested scholars and practitioners to research on 

and also add to the body of knowledge on Social Cost-Benefit Analysis. 



Chapter 2 LITERATURE REVIEW 

2.1 Definitions of terms 

2.1.1 Project 

Projects have been identified, planned, and implemented by man since the biblical times 
(Garashie, 1999). Some of the greatest and earliest projects undertaken by man include 
the construction of Pyramids in Egypt, Greece, South America, and Italy and the 
construction of the Great Wall of China, which runs 6400 Kilometers and stands 9 meters 
high (New Encyclopedia Britannica, 1974). 

What then is a Project? Different Scholars and Managers have come up with different 
definitions which all say about the same thing. Solomon (1976) defines a project as a unit 
of purpo eful activity with a beginning and ending point in time, that i ch en to be 
separately planned, analyzed, and admini tratively implemented. F r ample, uch a 
unit c uld be c n truction of a new tee! plant or drilling f a b reh I ·land ~ nd 
Kerzcr ( 1985) put it as a combination of human and non-human re urcc p led 
together in a temporary organization to achieve a specific objective. 

According to Garashie (1999), a Deputy Director of Planning in the 1ini tf) of Planning 
and ational De elopment, Project Management D partm nt, ddinc a pr jc t a. a 

cqucncc of activities with definite beginning and end th t uttliz~.: publi r· ourc~.:s to 
tmprov the wei ar of the citiz n-s and the 

cr 'nt hi d finiti n i b d on c. p ric.:n ttn. n ~.: I thH u 'h puhli tun hi 
by th JOVc.:mmc.:nt , Donat h \\ill 

In l thi d finiti< n. 

1 r< t i t on -



2.1.2 Social Cost-benefit Analysis (CBA) 

There are many definitions of CBA in readily available literature. In various ways they 
will all say about the same thing (Weick, 1993). 

The Treasury Board of Canada (1976) defines it as a method of evaluating the relative 
merits of public investment projects in order to achieve efficient allocation of resources. 

It is a way of identifying, portraying and assessing the factors, which need to be 
considered in making rational economic choices. It is not a new technique. In principle, it 
entails little more than adjusting conventional business profit-and-loss calculations to 

reflect social instead of private objectives, criteria, and constraints in evaluating 
investment projects. 

tan bury ( 1988) remarks that the purpose of CBA is to improve or ensure allocativc 

efficiency s a to increase economic and perhap ocial welfare. lt i a valuable t I, but 

by dcfiniti n it cannot incorp rate certain important a pect int the analy ·i \ f, r c ample 
political (non-efficiency) objectives. 

Weick et al (1988) defines formal CBA as a rigorous, quantitati e, and data-inten ·i e 

procedure which requires identification of nontri\ ial effect , categorizati 11 f the ·e 

effects as benefits or costs, quantitati e e timation of the e:te11t f t: h b 'tPfit r co ·t 
associated with an action tran lation of the into a comm 11 mctri su ·h a · th d liar, 
discounting of the future costs and ben fit int th tcm1 gn ~.:n ~.:. r • nd a summ. 1 

of all the c st and b n fits t whi h i R .lls d~.:m<m h th. t 
the c urns b compared a r s It rn ti 

PWJ oncnt . 

ntr tl i u in 

i ri ati n . 
II 1 l I 

r l th 

. 
nun n it 



methodology developed for evaluating investment projects from the point of view of the 

society or the economy as a whole. 

CBA purports to describe and quantify the social advantages and disadvantages of a 

policy in terms of a common monetary unit (Pearce, 1971). Thus, as an example, the 

building of a motorway will involve costs (disadvantages to the society) of construction, 

costs of maintenance and costs in the form of changes in noise level, pollution from 

exhaust, disfigurement of landscape and possibly, more accidents. The benefits 

(advantages) will consist of savings in traveling time by both commercial and private 

road users, reduced congestion and hence more time savings on roads which would have 

otherwise have been used and saving in size of vehicle fleets since fewer lorries can now 

be u ed more intensively to meet the same level of demand. In addition there will be 

reduced noise and nuisance if the new route now bypasses towns previously affected and, 

pos ibly reduced accidents. 

'BA has been applied in a variety of government deci ion : ri er d vel pment , 

tran portation, investment in human capital, economic de el pment chemes, ca ita! 

investment by crown corporations, birth control programs, urban renewal, re ear h and 

development funding, and evaluation of regulatory program ( tanbury, 19 ). 

2.1.3 Tradeable and on-Tradeable ood 

'I ypically, a project' input includ matai I input , publi utiht~t:s l, b r land, , nd 

crvic s .. om or the g d and , bh.:. , nd , n.: nl t tr. d~.: 1 l ut ar 
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Non-tradeable goods also include goods whose cost of production and transportation are 
so high to preclude trade, even under conditions of free trade. In principle a good falls in 
this category if its CIF cost (landed price) is greater than the local cost, precluding 
importation, and at the same time, its local cost is greater than the FOB price precluding 
importation. 

2.1.4 Consumer Surplus 

Chandra (1995) defines Consumer surplus as the difference between what consumers are 
prepared to pay for a product and what they are actually paying. In principle, this increase 
in consumer surplus should be treated as part of the benefits of the project. Belli, 
Anderson, Barnum, Dixon, and Tan (1998) assert that measuring consumer surplus is 
straightforward under certain simplifying assumptions. Consider a project that lowers the 
price of a product from P 1 to P2. As a result of the lower price, the quantity demanded 
rise fr m Ot to Q2 a the graph below how . on umer urplu i the um of ar as A 
and B. Area A is what c n umer ave from price dr p and i equal t the dif~ r nc in 
price times the quantity old at the old price. 

Graph 2-1 : Measuring Consumer Surplus 
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2.2 Steps in performing CBA 

According to Donahue (1980), performing CBA can be seen in a series of steps: First, set 

the objectives the project should serve and fix boundaries - technical , temporal, social, -
around the system. Second, identify the options open for project design and determine the 

resources each option requires and results it promises. Third, appraise each option by a 

criterion appropriate to the objectives; this involves estimating the values of inputs and 

outputs and discounting to take account of time. Fourth, summarize the information that 

has been collected and processed by computing the benefit-cost ratio, rate of return, or 

net present value and compare the alternatives. Finally, test the results through sensitivity 

analysis to ascertain their vulnerability to certain assumptions and predictions. 

Donahue (1980) remarks that the fi ve-step summary is a simplified description of the 

way the analysis works. In practice the process is seldom equential. New alternatives 

appear in the cour of analysis. ption arc di carded a they arc hown be 

unworkabl r dangerously dependent on haky a umption . bjcctivc cv I a the 

discovery of the p ssible reshapes and con trains the de irable. 

2.3 Rationale for BA 

Mbcche (2000) states that there is a difference between the anal fa pr ject fr 111 th ~ 

point of view of the Project' s beneficiary or lo er and it anal) 'i from the p int r' i ' ' 
of the whole s ciety. According to handra 1 9- the 111 in ur ~.:s )f diftl:rcn c ' 
b tween the t\ o in developing countri an:: : 
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Likewise, a project may have harmful external effects like environmental pollution. 

Such externalities are relevant in CBA because in such analysis all costs and benefits, 

irrespective to whom they accrue and whether they are paid for or not, are relevant. 

3. Taxes and Subsidies. From a private point of view, taxes are definite monetary costs 

and subsidies are definite monetary gains. From the social point of view, however, 

taxes and subsidies are generally regarded as transfer payments and hence considered 
irrelevant. 

4. Concern for savings. From the private point of view consumption and savings are 

treated equally. From a social point of view, however, the division of benefits 

between consumption and savings (which leads to investment) is relevant, 

particularly in capital scarce developing countries. In CBA a higher valuation is 

placed on savings and a lower one on consumption. 

5. oncern for redistribution. A private firm does not bother how it benefits are 

distributed aero s various group in the society. The ociety, however, i concerned 

ab ut the di tributi n f benefit acr different gr up . encfit g ing t th po r 

are c n idered more valuable than benefits going to an affluent ecti n. 

6. Merit wants. oals and preferences not expre ed in the market place, but b li cd 

by policy makers to be in the larger interest, rna be referred t , a · merit ' ant . 1~ r 

example, the government may prefer to promote an adult edu ation pr gramme r a 

balanced nutrition programme for school going hildren e\ en th ugh n ' Umer ' Ill 

the market place do not eek the . While m nt w nt ~ re n t rei ' nt frun th ~ 

private point of iew, they arc imp rt nt rom tht:: s i 1 p mt of 1 " . 
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2.5 Development Situation in Kenya 

Over the post independent era (1964-2003), Kenya has transited from a high growth path 
in the 1960s; 6.6% average annual growth over 1964- 1973, to a declining path, 5.2% 
over 1974- 1979,4% over 1980- 1989 and 2.4% over 1990-2000 (Poverty Reduction 
Strategy Paper for the period 2001-2004, 2001). Kenya's economy has remained in 
recession over the last five years. After posing a positive growth of 1.2 %, from -0.2% in 
2001, the economy grew by 1.1% in2002 (Economic survey, 2003). 

This unsatisfactory performance was due to stop-go macroeconomic policies, the low 
pace of structural reforms and government problems. The lack of sustained economic 
recovery in the 1990s resulted in an overall decline in per capita income. Economic 
prospects in the late 1990s was further been aggravated by net outflow of external 
funding from the public sector and an increased appetite for government consumption, 
(mainly wage and alarie ), the gen ral outcome ha be n that public invcstm nts 
declined m re than verall invc tment (PR P for the peri d 2001-2004, 200 I). l· r 
example, in 1998, the numerical size of the government total pr j ct p rtD li b th 
government and donor funded was reduced from a total of 1667 pr jcct n-g mg 
and 441 new) to 982 (927 on-going and 55 new) (PIP, 1999 '2000- _001/_00_, 1998). 

In the 1980s Kenya was among the major aid recipient in fri a ~ rld Bank. Pr jcct 
Bulletin 2002). ince the 1990 , the Kenya \' rnm nt h 

de elopment partner both bilateral and multi!, t r, 1 ( AR m. mtl:st 
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According to the NARC manifesto (2002), failure to deliver development goals resulted 
from the fact that the central government planners did not respond to the demands and 
priorities of the communities for whom they were mandated to plan. In many cases 
planners simply played political gan1es with public funds , instead of investing in projects 
with the highest return for the taxpayer. Another cause of failure is that Central 
Government officers did not only plan but also implemented projects they themselves 
drew with little or no input from target beneficiaries. Examples of projects that were 
implemented in this manner include The Nyayo Bus Project, The Nyayo Tea Zone, The 
Nyayo Wards, The Nyayo Car, and The Nyayo Hostels in public universities. Most of 
them never saw the I ight of day because they were merely used to siphon money out of 
government to politically correct personalities (NARC manifesto, 2002). 

ln 1997, maj r donors to Kenya formed an conomic vernance roup, chaired by the 
W rid Bank, t add res i sue · related t governance and a i tanc pr gram . Thi wa, 
super eded by the Kenya coordination roup, which wa · reacti a ted by th g v ' rnm ·nt 
to foster improved donor coordination and cooperation (World Bank Pr ject Bulletin, 
2002). 

Project performance in Kenya has continued to d teri rate in pite f all the mea ' ures 
that The overnment, The Donor ommunity and h 'l.: put in pi e. Thi i 
e idcnced by the increa ing public out ry th t h. b l.:n h.:p rt~d 111 thl.: Jo a\ tnl.:dia . For 
e.·ampl he World Bank, at th rl.:qu \unm~.:nt ~.: . ll:nkd th ·\osin, 
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initiated with the objective of improving the road network in 26 towns. According to the 

World Bank Project Bulletin (2002), no further progress has been achieved under this 

project since June 30, 2002. The project remains suspended and discussions between the 

Government and the Bank continue. 

Kenya is now under a new government, which has committed itself to the restoration of 

better economic governance with the national development objective of reducing current 

poverty levels by half by the year 2015 (PRSP for the period 2001-2004, 2001 ). Time is 

yet to tell whether it shall happen. 

2.6 History of Social Cost-Benefit Analysis 

The idea of measuring the net advantages of a capital investment in terms of society's net 

utility gains originated with Jules Dupuit's famous paper: "On the measurement of the 

utility f public works2
". In his work, Dupuit pointed out that the ' political economy has 

not yet defined in prcci e manner the condition that public w rk mu t fulfill in order t 

be really u eful.' lie then proceeded to define what we nov call c n ·umer- urplu '. the 

excess of consumers' willingness to pay for a good or er ice o er and ab e it· mark t 

price as a measure of net welfare gain from a project. The fir t practical emb diment of 

net benefit maxim occurred in various pieces of nited tate legi Inti n n ''ater 

resources in the 1930s. The food control Act of 19" e tabli ·bed the 'principle of 

comparin!{ benefit<; to whomwever they may accrue with flmared co''·'', thus indi 'tHing 
clearly the public in tm nt d ision (De gupt nd P~; r 1.:, 1 7 _ . 
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turning point came in 1958 with the simultaneous publications of works by Eckstein 

(1958), McKean (1958) and Krutilla and Eckstein (1958). The significance of these 

publications lay in their attempt to formalize public investment criteria in relation to the 

established criteria of welfare economics. 

In 1962, the Harvard Water Resource Program published a monumental volume, which 

remains the most detailed statement of CBA principles in relation to water resource 

development. Having been developed in the US concerning multiple use of water 

resources, CBA was extended into fields such as manpower programming, transportation, 

and health analysis (Sewell, Davis, Scott and Ross, 1965). Henceforth it became a tool of 

internal government management. 

In the United Kingdom , it was not until the very late 1950s that economists were 

recruited on a significant scale into the civil ervice. The earlie t application was to 

Britain' first Motorway, the Ml , the tudy being carried ut by the r ad rc carch 

laboratory in 1960 ( oburn, Beesley and Reynold , 1 60). incc then, th' main 

application has been to transport projects. It was not until 1967 that official go crnment 

directives were given to the nationalized indu tries to ad pt B pr cedure , alth ugh in 
very limited contexts ( .K. Government: Cmnd 3437. 1967). 

BA has also been widely appli d in underdc\'d pc..:d untric to irrigation, 

hydroelectricity and general water upply pr mmc..: nd trnnsp rt im stmc..:nts. in c 
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long time, or substantially affecting the prices or outputs of other products (Prest and 
Turvey, 1965). Along with the growth of investment projects, the relative size of the 

public sector in most countries has also risen. The growth is reflected in the scope and 
functions of the central government, local authorities, and public enterprises relating to 
the allocation of resources within the economy (Rwigema, 1974). Another reason is that 
appraisal techniques were already fairly well developed for private investment decisions 

where the outcomes-profits or sales were well defined (Dasgupta and Pearce, 1972). 

Thus CBA has ar1sen m response to the demonstrated need for careful criteria for 

deciding on the direction and priorities of public spending. Mishan (1971) called it an 

applied branch of 'allocative economics'. It remains to add up that CBA has found 
greatest use in planning large capital projects, and also in quasi-commercial areas of 

government activity. The reason according to Rwigema (1974) is that the benefits of 
evaluating the net impact of a large and/or complex pr ject would appear to e ceed tho e 

of imple ones, in view f high manp wer, time and c t in olved. Neither must the 

choice of public sector investment project be interpreted to ex Jude mall ·izeabl ne · 
(Rwigema, 1974 ). While it is true that pri ate project · are on! direct! re ·p n ·ible t 

their private sponsors and public ones to the communit · a a \\h le. the point i made b 

Mi han (1971) that project appraisal should embrace not on! publi · ect r pr ject , but 
also those pri ate sector projects, v•hich requir public upp rt or appro\'al. 
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2.7.1 Little and Mirrless (LM) approach 

Little and Mirrless ( 197 4) provided a method for social investment decisions. In brief, 
they proposed the following techniques: 

1. Measuring the values of outputs (benefits) and inputs (costs) with shadow prices. 
2. Using border prices as shadow prices for traded inputs and outputs, or in cases where 

demand or supply is not independent of price, using marginal revenue or cost to the 
country in foreign exchange, as a first approximation. 

3. Where possible, using costs, themselves measured at shadow prices, as shadow prices 

for non-traded inputs. 

4. Using conversion factors (CF), estimated separately for a number of different broad 
categories of inputs and outputs to calculate shadow price from market prices for 

most minor inputs and outputs. 

5. Using shadow wage rates (SWRs), market wage rate discounted by a conversion 
fact r e timated from an overall tudy of the econ my, and depending in particular on 

a judgment that public inc me i more valuable at the margin than private income. 
6. In ca e where no ther rule i applicable, u ing a tandard c n er ·i n fa t r ( l·) t 

deduce the shadow price from the market price, to be e timated b c mpanng 
domestic market prices with border price for traded go d , and ther 1i r , hich a 
sound estimate of the shadow price i available. 

7. Estimating the private and public part · of the net ial st and inc m of the 
project, o that pri ate income and c t uld b disc unh:d rd, ti\ public 
income and cost . and giving a low \h:ight t priv. h: profit in t n11.:. 

8. Ba. ing th~..: shado\ pric~..: u d on tht: l ttkr pri ~:s ~ n I m~ tl t pri t:S, 
not on their current v, lu . 
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11. In the case of large projects, allowing for changes in prices brought about by their 
introduction, and estimating the incremental value of outputs and inputs by ' surplus 
calculations.' 

12. Converting all external effects of the project to numerical terms by making some 
estimate of the cost or value in terms of public income and including them directly in 
the calculation of present social value of the project. 

2.7.2 UNIDO Approach 

The UNIDO approach was first articulated in the Guidelines for Project Evaluation 
(Dasgupta, Sen, and Marglin, 1972), which provides a comprehensive framework for 
CBA in Developing countries. The rigor and length of this work created a demand for a 
uccinct and operational guide for project evaluation in practice. To fulfill this need, 
NID came out with another publication, Guide to Practical Project Appraisal in 1978 

( handra, 1995). The UNID method of project apprai a! involves fi ve stag 
1. Calculation of fincmcial profitability of the project. hi profitability i the one that 

Marglin (1977) calls commercial profitabi lity, that i ·, pr fi t c, lculatcd fr m th~ p int 
of view of an owner for whom the as umed goal i the 11ow of fund int th _. 
company treasury. 

2. Obtaining the net benefit of the project mea ·ured in tenm of economic (efficienc ~ 
price\ or \hadow prices. Market price repre ent . h dow pri e on! und r conditi n 
of perfect markets which arc almo t in\'ariably n t fullilh.:tl in de.:\ --1 ping , untri "'S . 
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border prices has to be adjusted upward to reflect the shadow pnce of foreign 

exchange. 

3. Adjustment for the impact of the project on savings and investment. Most of the 

developing countries face scarcity of capital. Hence, the government of these 

countries are concerned about the impact of a project on savings and its value thereof. 

This stage seeks to answer the questions: 

I. Given the income distribution impact of the project, what would be its effects on 

savings? 

II. What is the value of such savings to the society? 

4. Adjustment for the impact of the project on income distribution. Many governments 

regard redistribution of income in favor of economically weaker sections or 

economically backward regions as a socially desirable objective. 

5. Adjustment for the impact of the project on merit goods and demerit goods whose 

economic values differ from their social values. A merit good i ne for which the 

ocial value exceeds the economic alue. For example, a untry may pia c more 

ocial value than economic value on pr ducti n f il 

dependence on foreign supplies. The concept of merit g d can be e. ·t nded to 

include a socially desirable outcome like creati n f empl ment. In the ca 'e of 

demerit goods, the social value of the good i le than it econ mic alue. 

2.7.3 World Bank Approach 

Lyn quire and Herman Van d r • k en 'inet:red th~.: World B nk Appr a ' h to 

th ir b ok Economic na(r i of Proje t , ' hi h th~.:y pullislkd in 197-, the 
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3. Traded goods enter Cost-Benefit calculations at Border prices; that is the prices that 

prevail on the World Market, with adjustments made for transport costs to and from 

the border. 

4. Non-traded goods and services are broken down into potentially traded goods and 

unskilled labor. After the breakdown, potentially traded goods and services are valued 

with conversion factors, which equate them to international prices of comparable 

items. Squire and Van der Tak also use a standard conversion factor if the longer 

process is not worth the effort. Unskilled labor, a special category of inputs, is valued 

with its own shadow price. 

5. Several factors can contribute to a discrepancy between market wage and the real 

costs of hiring unskilled labour. The approach's formula for shadow wage rate 

focuses on changes in both current and future consumption resulting from new 

employment. The basic opportunity cost, plu direct and indirect incidental costs, is 

adju ted by a weighted correction fact r that count · me prop rtion f this 

commitment to current con umpti n a a cial ben fit rather than a c t. 

6. '1 he discount rate is a crucial variable in BA. quire and an der Tak udal t th id 'a 

of Accounting Rate of Return (ARI). Like ittle and Mirrle ', the tart fr m a time 

preference rate and then adjust it b the premium on public in\'e tment fund and the 

marginal productivity of in ested re ource . 

7. The approach has a less explicit treatment of in titutional arrangement ·. i\'en that it 

is addressed large!) to the World Bank nd otht:r intc.:rn tion, I • g n il:S, d 'tailed 

recommendations for tru turing d mt: ti dt: isiotH11. kin 1 in titutions ma b 
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2.7.4 Comparison of the three approaches 

In general, they all aim at balancing equity and efficiency objectives from the point of 
view of society. They differ in emphasis and methodological details, but not in principle 
(Donahue, 1980). However the main differences are highlighted below: 

1. Numeraire - Little and Mirrless (1974) nominate as their numeraire, Uncommitted 
Government Income measured in terms offoreign exchange. Dasgupta, Sen, and Marglin 
(1972) for the UNIDO approach propose Aggregate Consumption. Squire and van der 
Tak (1975) for The World Bank Approach suggest: Uncommitted public Income 
measured in terms ofConvertible Currency. 

2. Foreign Exchange - The UNIDO methodology uses a shadow exchange rate which 
functions as a correction factor and sets the shadow prices of foreign commodities on a 
level with the price of comparable d me tic good and scr icc . Th Little and Min·\css 
system of had w pricing is valuing pr ~cct input and utput at w rid pric s. quir 

and Van der Tak's World Bank Appr ach al·o ad pt thi · ba ·ic ·tratcg ' ith nly min r 
adjustments. 

3. Inve tment Ver us Con umption - Generally, for deYel ping countri ,_ B sh uld 
favor project which route a large portion of the1r b~.:ndit · into f'urthl.!r im 1.! ·tm •nt rather 
than current consumption (Don hue, 1 0 . All thl.! thr~c m ·th dol gil:S pro ide th 
mechanics for c. ·pr ing thi::; pri rity in qu ntit ti\ ~ krm . 

4. Di\ ountin~ - '1 h di unt tc i 

lJ II 0 m thl I I 
()j 

th pti 

ri. 1 k in ·n1 . 1 • s ~ur ta d at 1 >7. ) 

ui 

!1tm s, th~.: Sl ·ial 

int 1 I . 

lll in th 

lik~; I 1 



start from a time preference rate and then adjust it by the premium on public investment 

funds and the marginal productivity of invested resources. 

5. Political Context- CBA requires that social values be articulated and then translated 

into clear, quantified parameters (Donahue, 1980). LM Approach propose that a "Top­

Down" mechanism, where high level officials, would specify priorities and commit them 

to numbers, which it would then pass to project designers and evaluators (Little and 

Mirrless 1974). Dasgupta et al (1972) are skeptical of this strategy, and propose for the 

DNIDO approach a "Bottom-Up" mechanism for setting weights. The key to this 

approach is a special sort of sensitivity analysis, testing of several alternative project 

designs in terms of different values for the discount rate, distribution weights and so on. 

These alternati ves would be submitted to political decision makers who further test and 

refine them before they are eventually used. The World Bank Approach uses a "Side-to-

ide" approach to fi xing value . The weight and judgment ' arc worked out 

co !lab rati vcly and reflect the objective b th f the nati nal g vernmcnt and th 1 nding 

agency ( quire and van der Tak, 1975). 

BA is theoretically lodged in welfare theory and partial equilibrium anal · is, \\ hich are 

essentially static and rigorous! formal bodie of e nomi the r . hi I· adequat " fl r 

many purposes CBA has some imp rtant dr "b. k \\hi h rdl~;ct its ngm , 

Particularly the a umption that only 

others such as pri s in •cncr. I, t 

uitt:d to m·u •inal 

Unt l , 

Ill 

I in qu~.: lilHl is small , nd thn nt . 

1 th ttoj~.: I i l.u ' in td:ttll)n 1) th 

int ilua fi n "h th 'I th~.: 



Stockoe (1988) mentions that attempts to incorporate shadow prices for goods without 

market values is highly discretionary and perhaps inappropriate, that CBA gives primacy 

to the notion of efficiency which may be one of the lesser social goals, that CBA is based 

on simple "static efficiency" not "dynamic efficiency" where new technologies can 

emerge, that CBA does not deal well with irreversible social losses, and that much of the 

analysis is conducted away from public scrutiny. 

Weick (1993) asserts that CBA is essentially "incremental" or "marginal" in its approach 

and has no place for cumulative effects of assessment. It is "forward looking", focusing 

on additions to the economy, and regards the past economic choices as "sunk" or 

irrevocable, and therefore, as carrying no weight in making current choices. It would not 

for example, accept the argument often advanced by politicians that further expenditure 

should be made on a project simply because a great deal of public money has gone into it 

air ady. Weick (1993) also add that many of the critic of BA have had pr blcms with 

the u e of the Long-term market rate f intcrc t a th di c unt rat . Thl! c 11 rn 

according to him is that a rate ba ed n market tran ·acti n' i ' inappr priat, t 11 n­

market choices. Along with a market based rate come a umpti n about market beha ior. 

For example, those individuals, expres ing time pr ference, rati nail alue present 

returns over future returns. While thi rna reflect h \\ e ple behu\ e in th market, it is 

less likely to reflect how they b ha,·e with re pe t t n. en ution f , ilderne s 

resources. 
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More other critics of the method have arisen. Bryne (1987) imputes that CBA ascribes 

little value to democratic processes of decision-making, preferring calculation to consent 

as the basis of the public choice. It ascribes no special importance to the ideals of 
democratic freedom and justice, reserving ideal status for the purportedly objective and 

efficient decision. Ultimately it is right reason, not democratic participation or values that 

is cherished and nourished under CBA. Schmid (1989) argues that there is no way 

politicians can regard CBA independent information to be weighed, somehow, along with 

other inputs to make a decision. Consequently he concludes that CBA is either the 
politician's decision, or it is nothing at all. 

Iverson and Alston (1993), points out that even when analyzing alternative means to 

achieve given ends net present value may be useful in identifying inefficient means. By 

eliminating inefficient means, the choice would be among alternati e , each of which 

efficiently achieved different goals or goal ct. Thi ugg t that fl r the final ch i c, 
between efficiently de igned alternative , end n t mean , and rtainl n t crti i 'n y 

would be at is ue. The point i ; once the m ' t efficient ' a to achic ~.: a gi en th me i . 
identified, further comparison between end or g al u ing net pre ·ent alu mak., no 
sense. 

Waldrop (1992), states that the trouble with BA i that the appr a 'h gcn 'ra il assume 

that the problems are \\ell defin d. the ption. rc \\ell ddincd, • nd that the politi al 

Wherewithal i ther , o the anal t ' j b i t imply put numlcr:s on t sts and bcndits. 

Unfortunat I [! r the .lltnt)St n vcr th. t \\l;ll 
defined , parti ul rly \\hen it 

often the apparent ol · th it 

uhj cth c jud m nt , 

how I< '\' lu 1 • 

i •nin tJ 

ttl . II u ntinu~.: s that .111 t )0 

ltJ pin' .trl itt.ll) numl 1 tll\ 

lu I 7. r tn thin th tt n In 1.• kttt" 



method moral. For example, to ask the Aboriginal inhabitants of Kakadu what they 
would be willing to accept for something that their culture holds sacred would be an 
attempt to corrupt them; that which is truly sacred is not for sale. Many non-market 
goods, the most important non-market goods, are defiled by attempts to measure them 
with the measuring rod of money. 

Weick (1993) adds that in applying market criteria to allocation of resources between 
private and public uses, or among various public uses, very real differences between 
objectives of the public and private sectors need to be recognized. The private sector's 
objective is profitability, an immediately and widely understood criterion. In the public 
sector, "bottom-lines" are difficult to define and estimate. Very often, nothing specific is 
being sold to individuals: whatever is done, is done for reasons which individuals may 
find difficult to identify. Unlike revenues benefits may be difficult to isolate and state in 
quantitative terms, or the payoff from a particular policy or action may be distant. To 
insi t that benefits mu t exceed co t under ·uch cir umstan c i · pr bably all right as a 
general principle, but to insi t that thi principle appl rigor u ·l and quantitative! v ill 
not likely result in much more than bad arithmetic. 

Dasgupta and Pearce (1972) also add that di pute e i t Yer the ele ti n of th • · cia! 
discount rate. According to Caufield (1996). the .o ial di · ount rntl.! i ' ml.!rel an opinion 
rendered in numerical form . It i ea ily manipul. tt:d . It i the produ t or a ·sumptions, 
arbitrarily cho en, that go into it al ui. tion. r 1.: . 'lmpk thl: l:C011 mi' 1'<\k l f r turn 
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This done, the project was presented to and approved by the board. To date the project 

has never been completed. 

b,9 Why then the use of CBA? 

It is only fair at this point to ask what use can be made of this technique, which is still so 

much shrouded in controversy. Rwigema (1974) poses the question, "is it infact, anything 

more than an idle academic exercise, of no use to serious minded practical project 
appraisers?" 

In spite of the criticisms that have been advanced on CBA, Dasgupta and Pearce (1972) 

maintains that the alternatives are just as vulnerable to changes of arbitrariness indeed 

often more so. To them criticisms of CBA are only admissible if they can demonstrate 

alternative procedures are in someway superior. To this end, there mu t be a criteria for 

superiority e.g. whether the procedure is objective, whether it r rds society's 

preferences, whether it safeguard min rity intcre t , gi e ad quatc weight t hcritag 

passed on to future generation and o on. l·ailur to agree n criteria [i r' hut c nstitut . 

an acceptable criterion will of course account fi r much f the fail me t agn:: • 11 th 

desirability of using one particular pre criptive model uch a · B . But" hate er criteria 

are chosen, however, it has yet to be hown that B < nal ·"i compares unfa orabl 

With either the political or the planning proce 0 gupta and P!.!arcc, I 7 _ . 

Joshi (1972) conclude that in th nd. ont: mu t ~.:mph. siz~.: th. t proj~.: t ~.:valu. tion is 11 1 
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Cautious acceptance of the discipline would thus appear to be more realistic alternative. 

Blanket approval or condemnation of the method is impossible (Rwigema, 1974). Weick 

(1993) asserts that the most important issue, then, is to understand the circumstances 

under which CBA may be useful, and when it may result in misleading conclusions and 

decisions. 

biO CBA Studies in Kenya 

Very few studies have been done in Kenya on the area of CBA. To be precise only two, 

both of which were undertaken way back in 197 4. 

Acknowledging the pervasive controversy surrounding ways to derive shadow prices, 

Rwigema (1974) undertook a comparative analysis of Little-Mirrless and Mishan's 

methods of valuing social costs and benefits. Being the two leading methods at the time, 

one called 11 r world price , and the other preferred dome tic pri es for valuing 

commodity inputs and output . The two mcth d al o disagree n h w to dcriv th 

'social' wage rate of labor, not to mention the '· cia!' di · unt rate. llc c Hnpnr 'd and 

contrasted these issues at the level of theory and then pr cecded to demon ·trat, th 

Practical significance of the same i sue . I Ie did thi b anal ·zing an actual pr ~ect 

undertaken in Kenya, from the point of view of each method. llc [i w1d ut that the l\ 0 

methods did not necessaril lead to di · ordant r~ ults II~ nrricd out a scnsiti it test and 

found out that the results were urpri ingly imil r. ons~.:qth.:ntly hl: rc ommcndcd to the 

government of the day: 
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Chybire (197 4) focused his attention on what according to him seemed to be a 

fundamental problem area in CBA, namely the Measurement of Costs and Benefits of 

public sector projects. His research was borne out of the premise that theoretical 

approaches to the estimation of a project's costs I benefits which had been advanced had 

occasioned project analysts in the field more problems than they had helped solve. Some 

of the problems that the planner encounter in practice arises from difficulty in measuring 

some of the concepts he has to use. But a good number of his troubles seemed to spring 

from the complexity of the procedures and models that have been advanced by writers. 

Taking a real case study of a road project, Chybire identified three distinct problems. 

First, identifying what the costs and benefits of a road project should be. An important 

source of difficulty he encountered here was the need to incorporate unquantifiable 

variables such as government policy and other value judgments in deciding what is or 

Would be best for the society. ccond, evaluating the co t I benefit items that have b 11 

identified. The major problem a he fi und ut ar c from c tablishing a procedure r r 

adjusting resource market price to reD ct the alue that s ict rather than individuals 

attaches to economic resources, that is a mechani m for had '' pricing. ·1 hird, , a. the 

statistical problem, that is, the inadequacy of data for pr ~ect evaluati n. A problem, 

Which he found out, could be overcome only in the long run. lie f used on the fir t t\ 
0 

problems. Consequently, he concluded that. it i the nature or th' co 't' and bene lit of a 

road project, hence the mann r in \\lm:h the.:) • rc.: defined, that gi\e' ri 'c to th 
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Chapter 3 RESEARCH METHODOLOGY 

11 The Population 

The population of study was all project analysts and organizations that appraise public 

development projects in Kenya. 

1.2 The sample and sampling technique 

Stratified sampling was employed. Project analysts were drawn from the following 

categories: 

1. Donor agencies. These are organizations, which have their head offices in western 

countries and have branches in other parts of the world and their function is to 

provide financial and technical support to developing countries. A sample of ten 

donor agencies was selected randomly, from which project analysts were drawn and 

administered que tionnaire . 

2. Government ministrie . A total ample C twenty- nc analysts was drawn fr 111 th 'S 

mini trie . 

3. Non-Govemmental organization . nly 

were be considered. A sample of ten 

analysts were drawn. 

that deal ' ith dt! el pmcnt pr ~ c ts 

\\ a elected rand ml from , hich 

4. Development con ultant . Are private con. ultant · who ar~ neither •mplo ·cd b th , 

government, donor agen i n r 

. p ciiic a ignment 

ademic\ . 
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1:_3 Data collection method 

Primary data was collected using a structured questionnaire that was completed by the 

respondents. The questionnaire consists of both open ended and closed ended questions. 

It was administered through the "drop and pick later" method. 

The questionnaire has four parts. Part A consists of questions aimed at obtaining general 

information about respondents. Those who undertake Social Cost-Benefit Analysis in 

appraising the projects filled part B. This part is divided into two sections. Section 1 

obtains general information on the methodology while section II focuses on the problems 

encountered in undertaking CBA. Those who employ alternative methodologies to fulfill 

the same objectives as CBA filled part C. Those who do not undertake CBA or employ 

any other alternative methodology filled Part D. 

1.4 Data Analysis Technique 

1 he que tionnaire were edited for accura y, uni[i rmity, , and c mplctencss 

and arranged to enable coding and tabulati n be[! re final anal ·i ·. Th' data wa · 

and cross tabulation done to enable the re pon e to be ·tali ·tical! anal zed. tatisti ·al 

Package for Social cientists ( P ) wa u ·ed . e ·cripti' e ·tati tic · ' ere used to 

analyze the data by way of percentage pr p rti n and frequcnc di tribution ·. These 

Were appropriate becau e of the qualitative nature of the '.uiable ·. 



Chapter 4 FINDINGS AND DISCUSSIONS 

1:1 Summary Statistics 

Of the 62 sampled, 45 responded, a reasonably high response rate of 65 percent. 23 

indicated that they undertake CBA, 8 did not but use alternative methodologies to achieve 

the same objective while 9 indicated that they do not undertake CBA or any other 

methodology. 5 questionnaires were rejected for clerical errors and inappropriate 

responses. This data is represented in the table 4-1 and graph 4-1. 

Table .f.-I : Different Categories as regards CBA application. 

atcgory I Description 

l . 'I hose who undertake BA methodology 

2. '1 ho e who do not undertake BA but cmpl y altcrnati c mcth d. 

3- lhose who do not undertake CBA or emplo altcrnatin! meth d 

Graph .f.-1 : Different Categories a · regard CB application. 
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!2 General information 

4.2.1 Academic Level of the Respondents 

Table 4-2: Academic Level ofthe Respondents. 

Academic Level Frequency Percent(%) 
I--

Non-degree colleges (Diploma, Certificate, etc) 
t--

Undergraduate degree 

Post graduate degree 

Total 
'--

Chart -1-1: Academic Level ofthe Respondents. 
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4.2.2 Length of Experience in Project Management 

Table 4-3: Length of Experience in Project Management. 
,_ 

Experience Frequency 

Less than 5 years 9 

5- 10 years 8 
1-

10- 15 years 13 
1-

Above 15 years 10 
f.-

Total 40 
'-

'hart .f.-2: Length of Experience in Project Management. 
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4.2.3 Sectors from which the Project Analysts were drawn 

Respondents were asked to indicate which sector(s) they appraised projects 111. The 

sectors have been classified according to the World Bank classification. The results are 

shown in the table 4-4 and graph 4-2. 

Table 4-4: Sectors from which the Project Analysts were drawn. 

,_ 

Code Sector Frequency 

1 Energy 
7 

2 Water 13 

3 Roads 
12 

t-

4 Education 9 

t--

5 Health 
11 

6 Gender issues 6 

t--

7 Environment 
7 

8 Agriculture 
9 

t--

9 Financial sector 3 

1-

10 
1-

Private sector Development 8 

11 O-thers (Tourism, Christian impact.) 2 
..._ 

Graph -1-2: Sectorsfrom which the Projecl Ana~V\f.\ ll"l'l'e drawn 
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Table 4-4 and graph 4-2 show us that virtually all the sectors according to the World 

Bank classification are well represented. 

1.:_3 Issues on the Practice of CBA 

4.3.1 Inferred Understanding of CBA by those Who Claimed to Undertake It. 

Based on some questions, responses were scored and respondents rated on their 

understanding of the CBA methodology in general. The questions were designed to test 

for consistency in response. The results are shown in table 4-5 and graph 4-3. 

,.... Table -1-5: Inferred Understanding ofCBA by Those Who Claimed to Undertake It. 

Understanding Frequency Percent(%) 

Very low I 4 

1-

Low 9 39 

"--:--
Moderate 9 39 

t--
liigh 4 17 

1-

Total 23 tOO 
...._ 

Graph -1-3: Inferred Understanding of CBA by Those Who '/aimed to [ 'nd<'rtake ft. 
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Of the 58 percent of respondents who claimed to use CBA, only 56 percent 

(approximately 13 respondents) rate moderate or high level of understanding. The rest 

must be practicing a 'mix and match' or ad hoc form of CBA. Some simply do not 

Understand it while others use their own rules of thumb in deciding what aspect to include 

or exclude. This in itself is not a problem as long as it is informed judgment whereby 

CBA is used to clarify issues and focus the mind on relevant facts (Peters, 1968: 

Rwigema, 1974; Weick 1993). 

4.3.2 Deviation of forecasted values of Inputs and outputs of the project from the 

actual results upon conducting a post-implementation audit 

Of the 23 respondents who indicated that they undertake CBA, 12 of them indicated that 

they have conducted a post-implementation audit of a project they previously appraised. 

These respondents were asked to indicate on a 5-point Iikert scale the average deviation 

of the various categories of input and output of the projects. 5 rcprc cnt the largest 

deviation while 1 repre ents no deviation at all. The results arc sho\ n in tabl 4-6. 

Table 4-6: Deviation of actual input · and output m/ues from ones .fhn·msted ut lilt' 

appraisal stage. 
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The results indicate that the extent of deviation of actual values of traded and non-traded 

Inputs and outputs is not very significant from that which is obtained from the appraisal 

stage. However the deviation is more significant for capital and labour inputs and 

externalities. This shows that the forecasted values for these inputs and outputs are less 

likely to reflect the actual results upon implementation and hence are more unrealistic. 

4.3.3 Does CBA Improve Overall Relative Project Performance? 

Each performance dimension was rated on a five point likert scale with 5 representing the 

greatest positive improvement in performance while 3 representing no improvement at 

all. 1 represents highest negative improvement in performance. The results in table 4-7 

Were obtained. 

Table 4-7: Descriptive Statistics of the various pe1:(ormance dimensions. 

,_ 

Performance dimension 

t--

Mean Standard Deviation 

-
lient ati sfaction 3.50 0.67 

t-

Public Acceptance 3.50 1.1 7 

t--

Time 
3.-5 0.7 

Quality 
".0 0 79 

....._ 

Cost 
.., 08 

...._ 
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4.3.4 Extent to which undertaking CBA increases chances of project success 

according to those who do it 

Respondents were asked to rate on a five-point scale the extent to which they think 

Undertaking CBA increases chances of project success. The results in table 4-8 were 

obtained. 

Table 4-8: The extent to which undertaking CBA increases chances of project success. 

Extent Frequency Percent(%) 

Not at all 
1 4 

Small 
2 9 

Moderate 
6 26 

Large 
8 35 

r--
Very large 

6 26 

Total 
23 100 

Graph -1- -1: The extent to which undertaking B.1 incrca ·e , chwrn•\ of/my·ect ,\1fCC<!\S. 
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Based on the results from the table 4-8 and graph 4-4, a significant proportion think that 

Undertaking CBA does indeed improve the chances of success of a project provided it is 

properly undertaken. 

4.3.5 Extent to which major Assumptions of CBA make it less worthwhile to adopt. 

On the extent to which the assumptions of CBA made it less worthwhile to adopt, table 4-

9 shows the results that were obtained after ranking. 

Table 4-9: The extent to which Assumptions ofCBA make it less worthwhile to adopt. 

Assumption 
Mean Rank 

Conception of reality as static rather than dynamic. 3.87 1 

Assignment of market values to goods that do not have 3.78 2 

market value. - - - -
iving primacy to the notion of efficiency, " hich ma .78 -2 

be one of the lesser social goal ·. 

Rendering of past economic choice a ·unk and hence .74 4 

as carrying no weight in making current choice ·. 

Use of a constant rate of discount. 
3.57 5 -

Only a few factors under analy i an be v ricd. J .. 0 6 

'!he r p ndt:nt ranked umJ ti n 
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4.3.6 Difficulties Encountered in Undertaking CBA 

CBA is not a smooth technique, it has often been described as a very complex 

Undertaking. Consequently the respondents who claim to undertake CBA were asked to 

indicate the difficulties they encounter in doing so. The responses were analyzed and 

ranked in order from the most persistent to the least. The results are shown in table 4-10. 

Table 4-10: Difficulties Encountered in Undertaking CBA. 

,._ 

Difficulty 
Mean Rank 

-
Valuation of non-monetary effects, e.g. breathing polluted air. 3.91 1 

Incorporating uncertainties such as changes in technology. 3.78 2 

Establishing a mechanism for shadow pricing e.g. coming up with 3.74 3 

correction factors and standard correction factor . 

Limited funds to undertake all pha es of the proje t. 3.65 4 

r-

Inadequacy of data for evaluation 

Valuation of labor, especially un killed and ·emi- killed. 

Selection of a social discount rate 

r-

Difficulty obtaining information from the local people and the public. 

r-

Valuation of non-traded output and input e.g. t. n.p rt or land. 

r-

Valuation of traded input and output . 

--
Political int rfcn.:ncc. 

'J he top thrc pr bl ·rn 

Pricin or it m th 1 n 

I • h 

If 111 
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!4 Those who do not undertake CBA but employ alternative methodologies 

4.4.1 On the Use of Alternative Methodologies 

Very few gave any other specific methodologies, four indicated that they use Cost 

Effectiveness Analysis. They were all from the health and education sectors where 

quantifying costs and benefits monetarily is generally absurd. The respondents were 

asked to indicate the advantages their methodologies had over CBA. The results are 

indicated in table 4-11. 

Table .f-11: Advantages of alternative methodologies pursued by the respondents as 

opposed to CBA. 

Factor 

It is cheap to employ, i.e. it doesn't require use of 

expensive resources. 
-------:-:-:-

It deals very well with qualitative variable , which is a 

charactcri tic of health and education pr jc t . 

It doesn't require much data to undertake. 

It is simple, i.e. it doesn't require much e'\perti e t e'\e ute. 

It is possible to vary more factors than an be varic.:d in BA. 
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!4 Those who do not undertake CBA but employ alternative methodologies 

4.4.1 On the Use of Alternative Methodologies 

Very few gave any other specific methodologies, four indicated that they use Cost 

Effectiveness Analysis. They were all from the health and education ectors where 

quantifying costs and benefits monetarily is generally absurd. The respondents were 

asked to indicate the advantages their methodologies had over CBA. The re ults are 

indicated in table 4-11. 

Table -1-11 : Advantages of alternative methodologies pursued by the respondents as 

opposed to CBA. 

Factor 

ll is cheap to employ, i.e. it doesn't require use of 

expensive resources . 

It deals very well with qualitative variables, which i a 

characteristic of health and education pr jccts. 

It doesn't require much data to undertake. 

It is simple, i.e. it doesn't require much e. ·perti e to c ecutc. 

It is possible to vary more factor than an br..: ' " ri d in BA. 

arc relevant an I 
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4.4.2 Why some do not Use CBA 

The 8 respondents, who indicated that they do not employ CBA, but employ alternative 

methodology, gave the reasons in table 4-12 for non-use of CBA in order from the most 

to the least important. 

Table 4-12: Why some do not Use CBA. 

Factor Mean Rank 

It does not deal very well with uncertainty. 4.63 1 

It gives primacy to the notion of efficiency, which may be one of the 4.50 2 

lesser social goals. 

It assigns market values to goods and services that do not have 

market value. 

fhc appearance or providing simple answers to complex que tions . 

The . 

form. 

It conceives reality as static rather than a· dynamic . 

4.38 

4.38 

..J . 8 

Inadequate data to undertake the e\.erci ·e. .I. 

objectivity of decisions on what i included and e eluded. 4. 13 

~~------------------------------------~ 
se of a constant discount rate. 88 

Renders past economic choice a 
H8 

:iocial value . 

3 

3 

9 

II 



According to table 4-12, the top five reasons for those not using CBA are all related to its 

core tenets of imputing monetary values to all items for the sake of economic formulae 

geared towards efficiency. For example, the notion of a social discount rate is not ea y to 

reduce to percentages. Lack of a dynamic conception of reality again features as a major 

weakness. A surprising finding is that political interference hardly features for it is the 

least important reason for not using CBA. It is frequently cited as a reason for poor 

project performance. Given the long time lag between project conception and 

implementation, project designers have relative freedom before politicians take notice 

during implementation and demand their "share" of the "spoils". 



4.5 Those who do not undertake CBA or employ any other alternative methodology 

4.5.1 Familiarity with the concept of CBA 

Of the 9 respondents who indicated that they do not undertake CBA nor employ any 

other methodology to achieve the same objectives, 5 of them indicated that they were 

familiar with the concept of CBA, 4 indicated that they were somewhat familiar while 

none of them indicated that they were not. This information is presented in the table 4-13 

and graph 4-5. 

Table ..f-13: Familiarity with the concept ofCBA. 

Familiar Frequency 

Yes 5 

Somewhat 4 

No 0 

t-
Total 9 

Graph ..f-5: Familiarity with the concept of 'BA. 
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f-

4.5.2 Reasons why this category of respondents chose to pursue this course 

Table 4-14 shows the reasons that were cited by this category of people starting with the 

one with the highest frequency. 

Table 4-14: Reasons why this category of respondents chose to pursue this course. 

Factor Frequency Rank 

Lack of adequate skills to undertake the exercise. 6 1 

Lack of adequate resources to undertake the exercise. 5 2 

The unrealistic assumption of assigning market values 

to goods that do not have market values. 4 3 

Feeling that it is a complex undertaking. 4 3 

Feeling that whatever is done is in vain becau e the 

politicians decision will always take precedence over 

the ana lyst decision. 2 5 

ing n.:alit 'as static - --
'1 he unrealistic assumption of concei 

rather than as dynamic. 2 5 

Difficulties sustained in determining what i' be ·t for the -
locals who the project is intended to benefit. - 5 

T ime that it would take to do it in \'iew of the tim~.: frame th~.: - ---
donors give. 

2 5 

fnadcquatc data on variou v ri bk . 1 9 
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4.5.3 Performance of the projects they appraised. 
I 

This category of respondents was asked to rate the performance of the projects, which 

they have appraised on a five-point likert scale. The objective for this was to test whether 

indeed a project can perform well even if CBA is not undertaken on it. The results arc 

shown in table 4-15 and graph 4-6. 

Table .f-15: Performance of the projects they appraised 

Performance Frequency Percent(%) 

Very poor 0 0 

Poor 0 0 

Fair 5 56 

ood 4 44 

1--

Excellent 0 0 

I--
Total 9 100 

Graph .f-6: Petjormance of the projects they apprai ·1.'£1. 
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4.6 Overall Feelings About CBA 

The respondents were asked to indicate the extent to which they agreed with the 

statement: "Social Cost-Benefit Analysis is in fact, nothing more titan an idle academic 

exercise, of no use to serious minded practical project appraisers. " 

The results were displayed first according to categories (i.e. users and non-users of CBA) 

and then later for both groups combined. 

Table -1-16: Extent of agreement with the statement for CBA users. 

Extent of agreement Frequency 

Strongly Disagree 6 

Disagree 10 

Neither agree nor disagree 3 

1-- -I- 2 
Agree 

r-
trongly Agree 2 

1--

Total 23 

Graph -1- 7· Extent of agreement with tlw ,·tat ml!nt fur 'B 111\t.'t.\ . 
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From table 4-16 and the graph 4-7, it is obvious that a significant proportion of this 

category of respondents (users), which is 69%, disagree with this statement. Perhaps the 

likely reason is because they are already using it and it is usually very~-hard for anybody 

to admit that he/ she is employing a faulty teclmique. 

Table 4-1 7: Extent of agreement with the statement for CBA non-users. 

Extent of agreement Frequency Percent(%) 

Strongly disagree 0 0 

Disagree 1 13 

Ne ither agree nor disagree 1 13 

Agree 3 38 

Strongly agree 3 38 

1-

Total 8 100 

'-

Graph .f.-8: /:.,xtent ofagreement ll'ith the Ytatementjor '/Ltnonu\·en 
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Table 4-18: Extent of agreement with the statementfor both CBA users and non-users. 

Extent of agreement Frequency Percent(%} 

Strongly Disagree 6 19 

Disagree 11 35 

Neither agree nor disagree 4 13 

Agree 5 16 

Strongly Agree 5 16 

Total 31 100 

Graph -1-9: Extent of agreement with the statement for both CBA users and non-users. 
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Table 4-19: Descriptive statistics of extent of agreement with the statement. 

Statistic CBA Users CBA Non Users Both Users and 

Non-users 

Mean 2.30 4.00 2.74 

Standard Deviation 1.22 1.07 1.39 

Responses correspond to the users revealed attitudes as for or against CBA. Users 

disagreed with the statement while non-users agreed . The standard deviation is relatively 

large showing that opinions vary widely across each class. 



Chapter 5 CONCLUSIONS, RECOMMENDATIONS, 

LIMITATIONS AND SUGGESTIONS 

5.1 Conclusions 

Based on the findings of the study, one can safely conclude the following; first, that 

CBA has still not taken root in Kenya. To many in Kenya the discipline is still in it 

infancy stages, infact some do not know of such a technique while others only have a 

very slight idea of what it is. Even those who claim to undertake CBA are not all doing it 

right. 

econd, the study also found out that for those who undertake this phase, the greatest 

difficulties they encounter have to do with valuation and hadow pricing for items that 

normally do not have market prices. Thi' i complicated by the fact that analysts have to 

come up with their own c rrcction factor· and standard correction fa ·t )rs sin ·c th, 

Mini try of planning and National Development. ' hid1 is charged with thi s 

responsibility, does not have a shadow pricing office. fhird. th sc who do not undcrtal • 

BA, give reasons that are all related to it core ten t · of imputing monetar values t all 

items for the sake of economic formulae gear~d towards ertici '11<.:). 

hnally. in pit~ of the fa t that thi br, n h 

criticized. undertaking B n t 

perform, ncl!. imon ( 19 

can't c.lcft:at t m a urc r 

rclul it unl n til 1 tl tl 

\\df.1~ nonom1c. has been \\idcl) 
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Therefore the researcher agrees with Dasgupta and Pearce (1972) that criticisms of CBA 

are only admissible if they can demonstrate alternative procedures are in someway 

superior. To this end, there must be a criteria for superiority e.g. whether the procedure is 

objective, whether it records society's preferences, whether it safeguards minority 

interests, gives adequate weight to heritage passed on to future generations and so on. 

Failure to agree on the criteria for what constitutes an acceptable criterion will of course 

account for much of the failure to agree on the desirability of using one particular 

prescriptive model such as CBA. Weick (1993) asserts that the most important issue, 

then, is to understand the circumstances under which CBA may be useful, and when it 

may result in misleading conclusions and decisions. 

In conclusion, even if all is said and done, CBA still has serious limitations and hence it 

is important that analysts think seriously about how these limitations can be reduced or 

completely eliminated. cction 5.2.3 discus ·e ·a worthwhile proposal. 

5.2 Recommendations 

5.2.1 Measure · to put in place to mitigate the effect · of the difficulties encountered 

in undertaking CB 

The research recommends to the project analy t to tuke into account the folio\\ ing 

measures. 

1. There should be a clear under tanding of the.: pre.:\\ ilin 1 lo al and ~.: krnal condi tions 

before the commencement of the proj~.:ct. hi \\l ul i t"l:qutr~.: th~.: .mnl)sts to \\Or!.. 

hand in hand '' ith the.: I ·tl 

would en ure th·tt , 11) nlistil . t\d~qtl:lk 

•nviwntll~.: tll :Ill 1 

II\ iwnm~.:nts . 

( i 



3. Planning should be done in good time and contingency measures incorporated in the 

design and proper linkages developed between activities, outputs and results (impact). 

4. When development projects do not perform as expected, managers and funding agencies 

want to understand why this happened . They may simply wish to learn from any mistakes 

made. It important that in a post-implementation audit, an analysis of the reasons for 

project failure to achieve its intended objective is done. The reason is to avoid uch 

occurrences in the future and to help the analyst model future projects in such a way that 

uncertainties are incorporated in project planning. This leads to a need for the inclusion of 

discontinuous variables. Some of these variables will be exogenously driven but, more 

interestingly, some are endogenously driven. 

5.2.2 Recommendations to the Government 

The government should carry out the following responsibilities: 

1. Ensure that enough people arc trained to undertake the e er ise continuously and 

con istently (for example in a univer ity) and should ensure that candidates nr well 

grounded in the theory of ocial project apprai ·al and an interpr ·tation or C< nlli ·ting 

argument within an overall working fi·ame'' ork. lhis "ill certain! n:quire time, 

money and manpower. 

2. 1 0 strengthen the credibility of conclusions. the government ·hould del lo) a task 

force to collect data and compute the a count in~ pnce · of num) inputs in 1\..en a. 

Moreo cr the existence of uch a tock of appr 'ed pnc~.: \\ ould rek,l ·c appraisers to 

concentrate on mon.: diflicult ded ion prohlt:m. • n I tht: O\ erh~.:ad ~.: ts of prepnrin, 

the c ·timatc could be pn.:nd O\ r 't:J) I r numb~.:t l I Pll)Jt.: ts "ht~.: h om~.: up I{ 
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Finally, the researcher is in agreement with Rwigema (1974) who remarks that, "it must 

be remembered that public sector project appraisal is not a panacea to all planning 

problems. Under competent hands it can indicate desirable investment opportunities on 

which to spend the country's scarce resources. Given its wider perspective regarding 

beneficiaries and losers, this would tend to encourage a more balanced economic 

development in the country. All that CBA can do is to show direction, and hope that such 

direction would improve the country's ability to increase its spending power in future. s, 

5.2.3 Proposed way forward 

One of the major limitations that make CBA less worthwhile to use is that it conceives 

reality as static rather than as dynamic and that only a few factors under CBA can be 

varied at a time. It is evident that an approach that takes into account dynamic reality and 

multiple variables without loss of information i de irablc. The analytical space addr sscd 

by 'BA is too complex and dynamic for its to I and technique . Many practitioners vote 

with their feet by ignoring it in part r a a wh lc. nc anal ' t !'rom the W )r)d Bank 

flatly rejected it as impractical yet, the World Bank ought to be m~.: o! th~.: gr at 'St us 'rs. 

BA addre ·ses the unexplored terrain between the humanities and ·cience . ccording to 

Bradbury ( 1998), two principal DIG
6 

tree e i ·tin thi ·space- economic· and 1 s . ·holog 

(experimental social science). Both are faulted for their C\\ tonian c r 'artesian 

pretensions in iew of their subject matter. 
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planning approaches. The rational-comprehensive model ar ising from the engineering paradigm, 

is increasingly questioned, but continues to underlie many planning proce ses. Achi~ving 

sustainabi lity requires flexible, adaptive planning that is capable of recognizing uncertain future, 

synergistic possibilities, differing per pectives, and multiple va lues." 

We can no longer ignore the voices of countless researchers who have shown up the 

limitations of classical economics and other derivatives of industrial age mechanistic 

thinking when applied to social systems (Le Moigne, 1995). By using approaches derived 

from complex adaptive systems and systems thinking (Murthy, 1999; Senge, 1990; 

Forrester, 1969, 1971) we capture the dynamism and complexity of reality but sacrifice 

cybernetic control. These are more of heuristics than tools for prediction. The question 

then becomes "Can we li ve without being sure in mathematical terms?" The findings 

show that in practice, we can live with much less certainty than is generally assumed. 

·r he heretical character of such a pr position a hindrance Jor now as it threatens 

existing academic/social p wer structure (Murth . 1999; l radbur , 1998). ~,;v~.:rth 1 ss, 

ewton and Descartes fig leaf is no longer ·ufficient for public projects ap1 raisal and th , 

ca e for change is compelling. More o. for third \\Odd countries \\ h se economil..!, Ul'l..! 

much less structured than de\ eloped ones (Packard. 1 9 ). It i therefor· high time that 

dynamic complexity models are employed. 
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5.4 Suggestions for further research 

1. This was a survey of all project analysts, meaning that it did not emphasize so much 

on specific projects. It would therefore be necessary to undertake a research that takes 

real cases of projects in which CBA was claimed to have been done and go into the 

finer details of how it was done and whether it was done correctly, and in particular 

see whether there exist any correlation with the performance of the project. 

2. The research found out that projects appraised by those who claim that they neither 

undertake CBA nor employ any other methodology perform good on average. Since 

the respondents were being asked their opinion, it may be important to subject this 

claim to further test in order to arrive at an objective conclusion. 

3. There are generally three approaches used in CBA, namely Little-Mirrless Approach, 

UNIDO approach and The World Bank Approach. Donahue (1980) states that the 

approaches on ly differ in emphasis and methodological details , but the principle 

behind them is the same. A hypothesi. has ftcn been advanced that ther, is no 

signi li can t di ITcrcncc among these mt.:th do logics. study to test thi s h poth sis 

would be in order. '1 his can be done b taking a real case of a pr jcct and proceeding 

to undertake CB using all the three approache ·. 

4. CBA is normally appropriate for project · who ·e benefit 0 arc measurable in mom:tar , 

terms and ""hose output has a market price that 1 · rdatin:l) eas) t a ·scss. On the 

other hand ost-effecti\ene 0 analy 1 1 appropriate when project · or inten cntions 

aim to achieve multiple goal that an.: not 1111.:. urabh.: in 1110I11..'t.1ry terms, e.g. 

education and health proj~.: t (Belli nd~.:~ n. B mum r i. t n .• nd l an \998) . 1 his 

particular r~.: earch focu d on B . It ' ul thu 

re carch \\ith til m · bj~.: the but thi tim th 

an·dy i , 

W·i k !I n 

l·t ·rmia 

.lrw· ll) ·.m-y out another 

l I· •If tli\t'llt:SS 

Ul hl 

mi ht 



REFERENCES 

Adams, J ., (1993), The Emperor's Old Clothes: The Curious Comeback of Cost-Benefit 

Analysis, Enviromnental Values, P. 247-260, autumn. 

Belli, P., Anderson, J. , Barnum, H. , Dixon, J. , and Tan, J. , (1998) , Handbook 011 

Economic Analysis of Investment Operations, Operational Core Services Network 

Learning and Leadership Centre, January 26. 

Bradbury, R.H. (1998), Sustainable development as a subversive issue. UNESCO 

(lags/tip Nature & Resources October 1998. 

Bradbury, R.H. (1998), Science, Social Science and the DIG Tree, In: I. Falk (ed) 
Proceedings of International Symposium on Learning Communities, Regional 
Sustainability and the Learning Society (Launceston, University of Tasmania) pp 40-44 . 

Bryne, J. (1987), Policy Analysis and Administrative State: Tile Political Economy of 
ost-Bene{it Analysis, in Fischer, F., and Forester, J. publication , Confronting Values i11 

Policy Analysis: Tile Politics of riteria , age Publ icati ns cwbur Park . 

au fi e ld , '., ( 1996) , Masters of Illusion: Tile Worlll Bank and Tile Povertr Of Nations , 

Macmillan Publi sher Limited, London, l·ngland. 

handra, P., (1995), Projects: Planning, 
4111 · di tion, Tata McGraw Il ill Publi hing 

hybire, 
Project, 

leland, D. L and Ker7er, IL ( 19 
ostrand Reinhold. C\\ ork. 

'ohurn 'I 
Traffic and 

0\t'i . lml Benefit\· of a Road 

an 

Pt 111i 11.111 



Dempster, B., (1998) A Self-Organizing Systems Perspective on Planning (or 

Sustainability, Unpublished Masters Thesis, School ofPlruming, University of Waterloo 

Donahue, J. D. , (1980), Cost-benefit Analysis and Project Design , PAS1TAM, 

Bloomington, Indiana, U.S.A. 

Dupuit, J. , (1844), On Measurement of the Utility Of Public Works , Translated from 

French in the International Economic Papers, No.2 (1952), page 83 , London, ngland. 

Eckstein, 0., (1958), Water Resource Development, Harvard University Press. 

Economic Survey 2003, Central Bureau of Statistics and Ministry of Planning ru1d 

National Development, Republic of Kenya. 

Encyclopedia Britannica, (1974). 

Forrester, J. , (1969) Urban Dynamics, Productivity Press, Portland, OR. 

( 1971) World Dynamics, 2nd Edition, Wright-Allen Press. 

Jver on, D. . and Alston, M., ( 199 ), Eco~y tem-Ba5ed Fore~·trr Require\· a Broader 

Focus , Journal of ustainable forestry. ol. 1 i ·ue 2. 

Kibiku. P. 

Krutilla. J .md h k tdn ). 
for tlte Future John lloJ kin 

n uin 



Little, I. M. D. and Mirrless, J. , (1969), Manual of Industrial Project Analysis In 
Developing Countries, Vol. II: Social Cost-Benefit Analysis, O.E.C.D. , Paris. 

Little, I. M. D. and Min·less, J. , (1974), Project Appraisal and Planning (or Developing 

Countries, Basic books, New York. 

Little, I. M. D. and Min·less, J. , (1976) , Project Appraisal and Planning (or Developing 
Countries , Richard Clay Limited, Bungay, Suffold, Britain. 

Maa s, A., (1962), Design of Water Resource Systems, Macmillan, New York. 

Manning, E. W., (1987), Prophets and Profits, A Critique o(Bene{it-Cost Analysis For 
Natural Resource Decisions, Alternatives, Vol. 15, No. 1. 

McKean R., (1958), Efficiency in Government Through System Analysis, Wiley, New 

York. 

Mbechc, I. M., (2000), Project Planning, Implementation, and Evaluation: A Training 
Manual, RD textbook erics No. 8, airobi, K nya 

Mishan, E. J ., ( 1971 ), o t-Bene{it Analysi : An lu(ormal lntrod11 lion , 1 rgc !len 
and nwin limited , London. 

Murthy, K.K., (1999). Systems Pltilosoplry and Management, llicd Publish ' rs: N 'W 

elhi 

ational Alliance Rainbow oalition ( AR ) 1anifesto. 200-. 

ational 

i' 'tckur d 

, I 71 1 II tit 



Peters, G. H., (1968), Cost-Benefit Analysis And Public Expenditure, lEA, London, 
England. 

Portney, R. R. , (1993), Benefit-Cost Analysis, The Concise Encyclopedia of Economics. 

Poverty Reduction Strategy Paper for the Period 2001-2004, (200 1 ), Ministry of Finance 
and Planning, Republic ofKenya, September. 

Prest and Turvey, (1965), Cost-Benefit Analysis: A survey, Economic Jomnal, Vol. 
LXXV, No. 300. 

Public Investment Programme 199811999- 2000/2001 , (1997), Ministry of Planning and 
National Development, Republic of Kenya. 

Pub! ic Investment Programme 1999/2000 - 2001 /2002, (1998) , Ministry of Planning and 
National Development, Republic of Kenya. 

Rwigema, H. B. , (1974), A Comparative Analysis of Little-Mirless' and Misllan 's 
methods of valuing social costs and beneOts, Unpublished MBA thesi , University of 

airobi . 

'chm i d, A., ( 1 9 89 ), !!.B.!:.!eJ:!.!le':L(i!.!.:t-~::!.!.....;~!!..:L=~~..:..:..:...:::.!!.:....~~1..!!!..~'.l!..l!..!..!!.!!~ 
Press. 

stvi ' W 

enge, P. M. , (1 990) The Fi{tlt Di ·cipline: Tlte rt am/ Practice of the Leaming 
Organization Doubleday 

ewell , W. R. D., Davis J., cott . D. and Ro · . D. W .. ( 1965). Guide to Co\·t-Bene{it 
Analysis, ueen's Printer, Otta,,a anada. 

· H ( 1981) Model of Bounded Ration ali" •. IITI On , . .. ~ , - !...! 

MA: 1 he MIT Press. 

olamon. M. J.. (1976), 
Management enter, lJ ' I 

Squire, L. · nd v 111 d 
ll upkin Uni cr it) 1'1 

- ' L .). "'ambridge. 

lnhn 

,, .. , tlllti 



U.K. Government: Cmnd 3437, (1967) , Nationalized Industries: A Review o(Economic 

and Financial Objectives, H.M.S .O. , London. 

Waldrop, M. M., (1992), Complexitv: The Emerging Science at The Edge o( Order and 

Chaos, Simon and Schuster. 

Weick, E. R. , et al, (1989), The Intergrated Assessment of Policy: Agricultural 

Pesticides Case study, Background paper for a study for CEARC, January. 

Weick, E., (1993) , Cost-Benefit Analysis and Its Possible Application to The EARP 

Process , ESAS Inc. , March 22. 

Weick, E., et AI, (1988), Guide to Social Economic Analysis of Pollution Control, 

prepared for Environment Canada, April, P.9 

World Bank Review, (2002), Project Bulletin , Kenya Country Office, September 30. 

New papers 

Daily ation, January 31, 1999. 

aily Nati n, March 3, 1999. 

Daily ation, March 23, 200 I. 

East African ' tandard , June 6, 2000. 

ast African tandard, May 2, 2001. 



APPENDICES 

APPENDIX I: Authorisation to conduct research from the Ministry of Education 

MlNISTRY OF ~Dl.~CA TION, SCIENCE AND TECHNOLOGY 

Telegrams : "EDUCATION", Na:roboi 

Telephooe: Nairobi 334411 
Whon replying please quo:o 

MOEST 13/001/33C 196/2 R..-f. No . ....... . ..... . •.. .... . .... 
and date 

Stephen Ochieng Odock 
University of Nairobi 
P.O. BOX 30197 
NAIROBI 

Dear Sir 

RE : RESEARCH AUTHORISATION 

10000 HOUSE ''8" 

HARAMBEE AVENUE 
P.O. Box 30040 

NA1ROBl 

.. }~~~ .. . AI!&'!?.~ ..... ......... 2o .. QJ. 

Followi ng your application for authority o condu L r r h u 
An investigation of Social Cost benefit analys s pr , in Lh 
appraisal of Public Development projects in K nya, I um pl u d 
to inorm you that you have been authorised to conduct r s a ch in 
Nairobi for a period ending 30th September , 2004 . 

You are advised to report to the Provincial Commission r, Nairobi and th 
Provincial Director of Education Nairobi before embarking on your 
research project. 

You are further advised to avail two copi s of your r 8 rch r port to 
this Office upon completion o f your r r h proj t. 

Yours faithfully 

n l 



APPENDIX Ill: Questionnaire 

Please answer the following questions according to instructions given. 

PART A (General information) 

1. Indicate your academic level (Tick one). 

] Non-degree colleges (Diploma, certificate, e.t.c.) 

] Undergraduate degree 

] Post graduate degree 

] Other(s) (Please specify) ........ ....... ....... ............ .......................... ... ..... . 

2. Professional qualifications related to project management. ........ .. ...................... . 

••• 0 ••••• •••••• •••••••••••• 0 ••••••• •••••••••••••••••••••• 0 ••••• ••••••••••••••••••••• •••••• •••••••••••• 

••• ••• •• 0 •••••••• 0 ••• 0 ••••• 0 ••••••••••• 0 ••••••••••••••••••••••••••••• •••••• •••• 0 • •••••••••••• ••••••••••• 

3. What is your length of experience in project appraisal and management? (Tick one) 

1 Lc s than 5 year 

] 5 10 year 

I I 0 15 years 

]Above 15 years 

4. Which of the following sector(s) do you apprai ·e project · in? ( l'i ·k all that arc 

applicable) 

] Energy ] Water ] Ro.1d· 

J ·ducation J I lealth ] Gender issue· 

] Environment ] gri ultun.: ] f m. n ial .;;~.:ctor 

I Pri\atc ,ector dcv lopm~.:nt 

] ( thcrCs) (Pleas~.: ~r~.: ify} .................................................................... . 

····································································· ······························ 
So ial o t-B n 1t 

I 1 y. 
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PART B (For those who have undertake Social Cost-Benefit Analysis) 

Section I (Methodology of Social Cost-Benefit Analysis) 

6. In valuing inputs and outputs of the project which prices do you use? 

[ ] International I World prices [ ] Domestic prices 

Other(s) (Please specify) . ............... .... . .. . .. .. ... ..... ... . . .... . ...... . .. ... ....... . ..... . 

7. With reference to which group do you measure the benefits of the project? (Tick one) 

[ ] High income [ ] Middle income [ ] Low income 

8. Which of these uses of income made from the project do you attach the greatest 

weight? (Tick one) 

[ ] Consumption [ ] Investment [ ] Both 

9. In arriving at the value of inputs and outputs, how often do you use shadow prices? 

(Tick one) 

f lAiways f ] Most times [ ] ometimes [ ]Occasionally f l Never 

I 0. Do you consider Transfer payments, e.g taxe , ·ubsidies, duties, c.t.c , hen 

determining the value of input · and output·? (Tick one) 

l J Y cs [ J o l J mcti me · 

I I . Do you apply shadow wage rate to un ·killed and emi- ·killed labor? ( l'ick m:) 

[ ] Yes [ ] 0 [ ] 'ometime-. 

12. Do you apply shadow price to non-traded input and outjut, i.e . those good, and 

services that cannot be imported or exp rt d, e.g. p \\l!r .md tran:p rt? ('rick one) 

[ ] Yes [ ] 0 [ ] omcttme 

13. Do ]OU consider cxtcrnalitic i.e .. in idt.:nt.l b th p . itht.: 'nd 111.: l,1lt\t.:, tnttcomt.:S or 

legitimate economic ti\ ity, ' hi h i tht.: ntr I ol 1 r. lHl • ll't.: ted b it 

and c, nnot h trad din th m rk t, .. JX'lluti Olll 

I Yc ( ] m tim 

i tl II lu th 'll 
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[ ] Top-down approach where high level officials specify the priorities and commit 

them to 

evaluators. 

numbers which are then passed down to project designers and 

] Bottom-up approach where the project designers and evaluators does the work 

and then pass them up to political decision makers who further test and refine 

them. 

] Side-by-side approach where values are fixed collaboratively an1ong all parties 

involved . 

15 . On average, to what extent do the actual results deviate from Social Cost-Benefit 

Analysis results on the valuation of the following inputs and outputs? (Tick one for 

each) 
Very large Large Moderate 

a) raded inputs & ou tput i.e. those 

goods and serv ices, which can be 

exported or i 111 ported. [ ] 

b) on-traded inputs & output i.e. tho ·e, 

which cannot be exported or imported 

e.g. transport. 

c) External itie i.e., incidental, outcome · of 

legitimate economic acti ity, which i 

beyond the controls of per ons affe ted 

l ] 

by it e.g. pollution l ] 

d) L bor inputs, both killed and un ldllc i 

labor. [ ] 

e) apital input e .. I 1 iliti nd 

cqu i pmc Ill. 

t) t pr nt tlu 

I 1 
l 1 

I 1 

l ] 

l ] 

I J 

l ] 
l I 

I 1 

l J 

I l 

I 1 

mall Not at all 

I 1 I 1 

l J l J 

I 1 I 1 

I 1 I 1 



16. What would be· your rating of the projects you have appraised with Social Cost­

Benefit Analysis in relation to the achievement of the following project objectives? 

(Tick one for each) 

Excellent Good Fair Poor Very poor 

Time [ ] [ ] [ ] [ ] [ ] 

Cost [ ] [ ] [ ] [ ] [ ] 

Quality [ ] [ ] [ ] [ ] [ ] 

Client Satisfaction [ ] [ ] [ ] [ ] [ ] 

Public Acceptance [ ] [ ] [ ] [ ] [ ] 

17. On the Overall, to what extent do you think undertaking Social Cost-Benefit Analysis 

increases chances for project success? (Tick one) 

Very large Large Moderate Sma ll Not at all 

[ ] [ ] [ ] [ ] [ l 

ection II ( lwllenges encountered in under/akin o ial o. t-8 1nefit Ana~)lsis) 

I. Indicate to what extent you encounter the G !lowing difficulties in undcrtak.ing S) 'ia l 

est-Benefit Analysis. (Tick one for each) 

Very large Large 1oderate mall Not at all 

a) Political interference. [ ] [ ] [ ] l ] l ] 

b) Difficulty obtain ing 

information from the local 

people and the public in 

general. [ ] [ 1 r ] I 1 I 1 
c) aluation of' trad d input 1111 

output i.e. th 

c. J> It thl I ) I ] I I I I I I 
d) 

l I I J l I I l l J 

Ull 111 l ] I I I J 



f) Valuati on of non-monetary 

effects e.g. unpleasantness of 

breathing polluted air. 

g) Incorporating uncerta in ties such 

[ ] 

as changes in technology. [ ] 

h) Inadequacy of data fo r evaluation. [ ] 

i) Selection of a social di scount rate. [ ] 

j) Limited funds to undettake all phases 

of the process. [ ] 

k) Establishing a mechanism for shadow 

pri cing e.g. com ing up with correction 

factors and standard correction factors. [ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

[ ] 

I) Othcr(s) (p lease spec ify) .... . ......... . ............................................................... . 

[ ] r 1 

2. To what extent do the following a ·sumptions of ocial 

less worthwhile to adopt? (Tick one for each) 

Very large Large 

a. onception of reality a tatic rather 

than dynamic. 

b. se of a con tant rate of di count. 

c n I)' a fe\ factors und r analy i can br..: 

\artcd . 

d. I matkct tlu t 

th.tt d II I h 1\' m trk I 

[ ] 

[ ] 

( ] 

I J 

( ) 

l l 
[ ] 

I 1 

I I 

( ) 

( 1 

[ ] [ l r 1 

·t-Bcnclit anal ·is mak.cs it 

loderate , mall 

[ ] 

[ ] 

[ 1 

I I 

l ] 

l ) 

[ 1 

I I 

I ] 

l 1 

ot at all 

I 1 

I I 

I I 

I 1 



[ ] [ ] [ ] [ ] r J 

[ ] [ ] [ ] [ ] l ] 

3. "Social Cost-Benefit Analysis is in fact, nothing more than an idle academic 

exercise, of no use to serious minded practical project appraisers." To what extent do 

you agree with this statement? (Tick one) 

Strongly 

Agree 

[ ] 

Agree Neither agree Disagree Strongly 

nor disagree Disagree 

[ ] [ ] [ ] [ ] 

Thank You Verv Much {or Your ooperation 



PART C (For those who do not undertake Social Cost-Benefit Analysis) 

1. Do you use any methodology to achieve the same obj ectives as Social Cost-Benefit 

analysis? 

[ ] Yes ] No 

If No Go to Part D 

2. If yes, briefly describe the methodology. 

3. What advantages docs your methodology have over ocial o t-Bcncfit Analysis? 

(Tick all that apply) 

]It is cheap to employ i.e. it doc n ' t require the u ·e C c petri c resour ·s. 

J It deals very well with qualitative ariable ·uch a the unpkasantnt.:ss ol th 

environment. 

J It doesn 't require much data to undertake. 

] Whatever data it requires is readily available. 

] It is possible to vary more fa tor than an be 'aried 111 o ial ' ' t-Bcnclit 

Analysi . 

] It is implc. i.e. it d t: n't rt.:quirt.: t: . pt:rti t: tot.: t.: ·ut~.: . 

] It takt:s into a ~.: , t~.: rd~.:vant .md should 

bl: taken into ace nmt \ h n m ·in u 

I Oth I' ..................................................................... 

......................................... ........................................................... . 
I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I • I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I 1 1 I 1 1 1 It 1 I 1 t 1 It 1 1 t 1 1 1 t t 

....................... I I I I I I I I I I I I I I I I I I I It I It 1 I 1 1 1" 1 1 1 1 1 1 1 1 1 1 •• 1 1 1 •• 

.............. ... . .................................................... . 



4. Indicate to what extent the following factors contribute to your not employing Social 

Cost-Benefit Analysis? (Tick one for each) 

Very large Large Moderate Sma 11 Not at all 

a. Lack of adequate skills in 

employing the technique. [ ] [ ] [ ] [ ] l ] 

b. Political interference. [ ] [ ] [ ] [ J [ ] 

c. Expense of undertaking the exercise [ ] [ ] [ ] [ ] [ ] 

d. Inadequate data to undertake the 

analysis. [ ] [ ] [ ] [ ] [ ] 

e. Much of its analysis is conducted away 

from public scrutiny . [ ] [ ] [ ] [ ] [ ] 

f. It assigns market values to goods that 

do not have market value. [ ] [ ] [ ] [ ] r. 1 

g. The appearance of providing imple 

answers to complex que tiono;. [ ] [ 1 r l I 1 I I 

h. ubj ccti vi ty of dec isions on what i · 

included and l.!xc ludcd . l l l J l J 

I. se of a constant rate of d i count. [ ] [ ] l ] 

J. It doe n' t deal very we ll with 

uncertainty [ ] [ ] l ] l I I I 

k. Only a few factors can be varied at a 

time. [ ] [ I [ ] I l I I 

I. The social discount i ju t an opini n 

rendered in numeric, I form. l } I ] I l I l I 1 

m. Render pn t e I unk 

Ill 

I I I l I ) I I I I 

ll , It 

I I I ] l I l I I J 

I J I 1 l 1 I J I I 



where some external ities are s imply 

ignored because they are hard to 

quantify. 

q . It doesn' t deal we ll with irreversib le 

soc ial losses e.g. cu ltura l and 

soc ia l va lues. 

[ ] [ ] 

[ ] [ ] 

[ ] [ ] [ ] 

[ ] l ] [ ] 

r. Other( ) (Please specify) .. ....... . . .... ................................ . ...... ....................... .. 

[ ] [ ] [ ] [ ] [ ] 

5. "Social Cost-Benefit Analysis is in fact, nothing more than an idle academic 

exercise, of no use to serious minded practical project appraisers." To what extent do 

you agree with this statement? (Tick one) 

Strongly 

Agree 

r 1 

Agree Neither agree Disagree Strongly 

nor disagree disagree 

r 1 r 1 I l r 1 

Thank You Verv Much (or Your Cooperation 



PART D (For who do not undertake Social Cost-Benefit Analysis or employ any 

other alternative methodology) 

1. Are you familiar with the concept of evaluating projects from the point of view of the 

society as a whole? (Tick one) 

[ ] Yes [ ] No [ ] Somewhat 

If No move to question 3 

2. What then are your reasons for not employing Social Cost-Benefit Analysis or any 

other methodology for that matter? (Tick all that are applicable) 

] Lack of adequate skills to undertake the exercise. 

] Lack of adequate resources to undertake the exercise. 

[ ] The unrealistic assumption of assigning market values to goods that do not have 

market value. 

l Feeling that it is a complex undertaking that requires extreme tolerance m 

employing economic and quantitative theory. 

] Feeling that whatever i d ne i always in vain be au ·c the p liti inns' de ·ision 

will always take precedence over the analy ·t ·' deci i n. 

] 'I he unrealistic assumption of conceiving reality a ·tatic rather than as d rnami ·. 

J Difficulties sustained in determining what i be 't ~ r the locals \\ h the pr j~;:ct i · 

intended to benefit. 

[ ] ther(s) (Please specify) ................................................................ .. 

0 •• ••••••••• ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

............................................................................................. .. . ... 
• • • • • • • .. 0 ......................................................................

..................... . 

( n nv ra ' · ht \\ " lUI ) u 

(I it:k Oil ) 

I 1 
d 

I 1 

th.ll. lHI h.\\ : I pt.liSI.' 1.1 

I tr I ~ I 

I 1 l I I I 



APPENDIX IV: List of Persons who responded to the questionnaires 

I . 
2. 

3. entre 

4. 
5. 

6. 
7. 
8. 
9. 
10. 

ommerce, 

crsit or airobi. n the dn~nini Wa ter 

hildhood I C\l.!lopml.!nt projct:t, 1inislr or 

c.mot i. 


